Introduction
This chapter considers the extent to which exchange-rate movements affect the 'competitiveness' of Brazilian exports of manufactured goods. Changes in the exchange rate are normally split into changes in the destination currency prices of exported goods, and changes in the profit margins of the exporting firms.
A large body of literature has recently examined the empirical evaluation of these two competing effects for several countries. The importance of this question is quite obvious. If exchange-rate changes are not fully or substantially reflected in the selling prices of exported goods, their impact, as Menon (1995) argued, on the demand for exports will be limited, even when the price elasticity of demand is quite large. In this case, the efficacy of the exchange rate as a policy tool in programmes of export promotion and balance of payments adjustment may be reduced.
Section 2 presents the simple mark-up price model usually adopted in empirical studies of this kind; section 3 briefly describes the data, while section 4 reviews the econometric methodology used. Estimates of the pass-through coefficient, derived from cointegration tests based on the Engle-Granger, Shin and Johansen procedures are reported for the Brazilian case in section 5. Section 6 offers some conclusions, where PX ϭ foreign currency price of manufactured exports, CP ϭ the production cost in domestic currency, ER ϭ the nominal exchange rate, CP/ER ϭ the production cost in foreign currency, and λ ϭ mark up.
Considering that manufactured goods are typically differentiated and traded in markets characterized by imperfect competition, the adoption of the traditional mark-up model in equation (1), as a first approximation seems justified. Presuming that the mark-up may vary, according to the competitive pressures in the world market, we would have: (2) where (PW) CP/ER is the gap between the price of world exports and the exporter's production cost measured in foreign currency, and λ′ Ͼ 0 (Athukorala and Menon, 1994).
Combining equation (1) and (2) gives:
or, allowing the coefficients on CP and ER to differ not only in sign, but also in magnitude:
The parameter φ 2 in equation (4) is the pass-through coefficient. When φ 2 ϭ 0, the exchange rate has no influence on the foreign currency price of manufactured exports and, therefore, exchange-rate changes affect only the exporters' profit margins, with no impact on the 'competitiveness' of the country's exports. Conversely, when φ 2 ϭ Ϫ1, that is when pass-through is complete, any changes in the exchange rate are fully transmitted to the price of exports in foreign currency, thereby affecting the 'competitiveness' of domestic production in the world market. Obviously, for values of φ 2 in the interval Ϫ1Ͻ φ 2 Ͻ 0, pass-through will be incomplete.
The data
In the empirical implementation of the model proposed in the previous section, PX was given by the price series for the Brazilian manufac- 
